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Current Trends 


Public Housing Project notes totaling $1 billion. . . representing 89 Agencies. . . were sold in early 
August, at an average interest rate of 4.32 percent. The interest rate last month was 4.43 percent. 


Auction yields were also lower as FNMA issued $127.6 million in 4-month commitments to purchase both 
Government-backed and conventionally-financed home mortgages. Total issued was $80.1 million on 
Government-backed mortgages at a weighted average yield of 9.815 percent. The average in the previous 
auction was 9.999 percent. In the conventional auction. . . $47.5 million was issued at a weighted 
average yield of 10.150. . . down from 10.205 in the previous auction. 


The FHLBB reports that new home prices in July dropped to $60,600 from the May level of 
$62,600. . . and existing homes showed a smaller decline. . . from $53,900 to $53,500. 


The Census Bureau reports that housing starts in July were at the seasonally-adjusted annual rate of 
2.085 million units. . . virtually unchanged from the July 1977 rate. . . and .6 percent lower than the 
2.124 million (revised) rate in June 1978. Permits for future construction issued during the month 
dropped 11.3 percent below the unusually high rate for June 1978. . . to 1.616 million units. . . from 
the previous month’s 1.821 million. . . and 3.7 percent lower than July 1977. 


Technical Funds Available 


HUD has announced that applications for $14 million in Technical Assistance Funds. . . a Program 
to help urban areas meet the objectives of Community Development Block Grants. . . are now being 
accepted. 


The funds will be made available to States, local governments, Indian tribes, areas organizations, 
universities, nonprofit and profitmaking organizations with knowledge of or managerial expertise in the 
Block Grant Program. 


The $14 million will be available for national, regional, and State projects through grants or contracts. An 
additional $5 million has been allocated to HUD’s Office of Neighborhood Development and other 
Projects supported by the Secretary’ s Discretionary Fund. 


Priorities include improving technical ability to meet environmental requirements, promoting citizen 
participation in grant programs, and encouraging the dispersion of low-income housing within 
communities. 


The purpose of the Program is to enable recipients of HUD Program funds to carry out community 
development plans more efficiently and effectively through the transfer of technical information of 
managerial skills. 


More information about the Program can be received from Rich Coward, Room 7164, HUD, 
Washington, D.C. 20410. 





New FNMA Regulations Issued 


In the August 15 Federal Register (beginning on page 36200). . . the new regulatory 
framework governing the operations of the Federal National Mortgage Association (commonly 
known as ‘Fannie Mae’). . . was published. 


Ata press conference. . . announcing the issuance of the new regulations. . . Secretary Harris stated: 


‘‘Over the past few years. . . the Federal National Mortgage Association has been slowly drifting 
away from its intended purpose of serving the public interest. 


**The Charter Act established FNMA as a Government-sponsored private corporation and the subse- 
quent legislative changes made it clear that Congress did not create FNMA in the image of the usual 
private, profit-making corporation. Furthermore. . . it is entirely clear that FNMA has a public respon- 
sibility which among other things includes the support of low- and moderate-income families and 
assistance in distributing mortgage funds from credit-strong to credit-weak areas. 


‘*FNMA has the distinction of being one of the largest single buyer of conventional and Government- 
insured home mortgages. Like any other corporation, FNMA raises the funds necessary to buy these 
mortgages in the money market. However, its Federal connections enable FNMA to obtain these funds 
at a very favorable interest rate. . . a rate lower than that available to purely private corporations. 


‘*Unlike other private entities in America. . . FNMA also enjoys certain other benefits which clearly 
show its close relationship with the Federal Government. 


‘*Recently, it has become apparent that FNMA has not been carrying out the public purposes imposed 
on it by the Charter Act in exchange for the unique Federal benefits it has enjoyed. Therefore, today I 
am announcing regulations which will for the first time formalize the process by which the Secretary of 
Housing and Urban Development will exercise the authority to regulate FNMA as Congress intended. 
The failure of other Administrations of this decade will not be repeated. Congress has mandated that 
the Secretary assure that FNMA carry out its public purposes, and I intend to fulfill that mandate 
through these regulations. The establishment of this regulatory framework will benefit both FNMA and 
HUD. For too long the HUD/FNMA relationship has been carried out on the basis of ‘ad hoc’ 
decision-making. For the first time FNMA will now know what we expect of it and what it can expect of 
us.”’ 


One of the most significant aspects of the new regulatory framework is the provision requiring FNMA to 
submit data to HUD needed to help evaluate and formulate National Housing Policy. FNMA’s reporting 
of this data will provide the Secretary with information essential to the reasonable and intelligent 
exercise of her regulatory authority. 


Additionally. . . Mrs. Harris pointed out that two key sections of the regulations provide for the 
establishment of annual goals for the purchase by FNMA of conventional mortgages secured by 
properties located in central cities and by low- and moderate-income housing. She noted that FNMA 
had indicated its readiness to dedicate voluntarily considerable amounts of funding to activities in central 
cities. She also said that these regulations will allow her for the first time to obtain accurate data on 
FNMA’s activities in the central cities. Instead of imposing strict percentage requirements on such 
purchases, Secretary Harris agreed to rely initially on FNMA’s efforts to meet these goals voluntarily. 
This approach is in accordance with the President’s policy of avoiding regulation until it is absolutely 
necessary. 


The final regulations represent the efforts of numerous interested parties. . . and over 1,000 comments 
had been received on the proposed regulations. Many of these were extremely constructive and helpful 
and were incorporated into the final regulations. Although every effort was made to accommodate all 
reasonable comments. . . the final regulations make clear the regulatory authority of the Secretary over 
FNMA. Any other action would clearly be in violation of the original intent of Congress that such 
authority be vested in the Secretary for the purpose of protecting the public interest. 


FNMA. . . with assets exceeding $38 billion. . . was once a constituent agency of HUD. In 
1968. . . under the FNMA Charter Act. . . Congress authorized private ownership of the Corpora- 


tion. . . but retained regulatory control in the Secretary of HUD. Congress also established a number 
of public purposes to be carried out by FNMA including: 





New FNMA Regulations—Cont’d 


@ the provision of liquidity for mortgage lenders; 

@ the introduction of new sources of mortgage funds into mortgage investments; 

@ the distribution of mortgage funds from capital surplus areas to capital shortage areas; and 
the support of sound market-rate mortgages for low- and moderate-income housing. 

In order to facilitate FNMA’s accomplishments of these purposes. . . Congress provided it with a 
number of special benefits unavailable to other corporations including: 

@ all the assets and liabilities of its 30-year old profitable predecessor; 

@ a $2.25 billion Treasury backstop authority; 

® exemption from most State taxation; 

©@ exemption from SEC reporting requirements; 

@ authorization to use the Federal Reserve Banks as a fiscal agent; and 


®@ approval of FNMA obligations as lawful investment for all fiduciary, trust, and public funds. 


The conferment of these benefits has had several important effects: 


e First. . . and most significantly. . . it has permitted FNMA to borrow money at the ‘agency 

rate’. . . only slightly higher than that of the U.S. Treasury and substantially lower than the prevailing 
market rate. This has provided the Corporation with an untouchable competitive edge in the secondary 
mortgage market. 


@ Second. . . it has reinforced the impression that FNMA securities are somehow backed by the 
Federal Government. 


e@ Third. . . itenhanced the attractiveness of FNMA’s securities thereby increasing their marketability. 


The decision to establish a regulatory framework for FNMA was based on the Secretary’s determination 
that contrary to Congressional intent. . . the Corporation was not using its privileges in a manner which 
effectuated its public purposes. 


Public comment on the proposed regulations is invited. . . and should be addressed to the Rules 
Docket Clerk, HUD, Washington, D.C. 20410. . . not later than September 13. Copies of the 
proposed regulations are available from that office (202/755-7214). 


FYI 


National Association of Women in Construction. . . Annual Convention. . . Boston, September 13- 
17. Details: NAWIC, 2800 W. Lancaster, Fort Worth, Texas 76107. 


National Trust for Historic Preservation. . . Workshop on Historic Preservation 
Maintenance. . . Little Rock, September 25-29. Details: National Trust for Historic Preservation, 
740-748 Jackson Place, N.W., Washington, D.C. 20006. 


National Association of Home Manufacturers. . . Meeting. . . Washington, D.C. September 24-27. 
Details: Darcy Neil, NAHM, 1619 Massachusetts Ave., N.W., Washington, D.C. 20005 (202/234- 
1374). 


MICA Fact Book Published 


The Mortgage Insurance Companies of America. . . the organization representing the 14 pri- 
vate mortgage insurers. . . has issued its /977 Fact Book. It describes the activities of the companies 
during the year. . . and contains data relating to loan characteristics. . . along with other pertinent 
information. Single copies are available free from MICA, 1825 K Street, N.W., Washington, D.C. 
20006 (202/785-0767). 





Have Mortgage Rates Peaked? 


There has been a considerable body of opinion in recent weeks that interest rates have al- 

ready. . . or will reach their peak in the near future. This is true even though mortgage interest rates 
in July reached record levels. . . having increased steadily for the past 8 months. According to the 
FHLBB. . . average rates in July reached 9.57 percent. . . compared to June’s 9.46. . . for new 
homes. . . and rose to 9.62 percent for existing homes. . . from the June level of 9.48. The previous 
high rate was in December 1974. . . 9.60 percent. A year ago. . . conventional loans on new houses 
had an effective rate of 9 percent. . . and existing homes were bringing 9.02. 


The feeling that long-term rates in general. . . including mortgages. . . may begin to level 

off. . . and then decline. . . has been strengthened by the recent drop in both short-term loans. . . and 
long-term municipal and corporate borrowings. As noted above. . . both FNMA 4-month commitments 
and short-term 9-month Public Housing project notes showed significant declines in interest rates. 


Whether these developments represent a definite trend. . . or are merely temporary fluctua- 
tions. . . cannot yet be judged. 


In mid-August. . . the two largest S&Ls in California reduced their interest rates on prime home 
mortgages to 9% percent. . . from the 10 percent level that had been maintained since early May. 
Normally. . . it would be expected that smaller institutions would also cut their rates. . . in order to 
maintain their competitive positions. Analysts commenting on the move. . . felt that a softening in 
demand for mortgages prompted the cut. . . but hesitated to predict whether this was the beginning of a 
general drop in interest rates. 


It is interesting to note that while interest rates on traditional mortgages are going down in 
California. . . rates on Variable Rate Mortgages. . . which go up or down as money rates 
fluctuate. . . are being adjusted upward for the first time since they were initially issued in 1975. . . re- 


flecting the increases in rates that occurred earlier this year. 
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